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INTRODUCTION/BACKGROUND

INTRODUCTION

The Rurd Financid Markets Activity (RFM) was designed to address one of the
Intermediate Results under USAID/EI Salvador’s Strategic Objective No. 1—" Expanded
Access and Economic Opportunity for Rurd Families in Poverty”—which seeks to create
income generating opportunities for the rural poor, thus contributing to the mitigation of the
overdl poverty in the country. The RFM’srole isto expand and improve the avail ability of
financid servicesto the rura poor.

USAID/E!l Savador contracted Development Alternatives, Inc. (DAI) in November 1998 to
implement the Rura Financid Markets Activity. The RFM (identified as the “Programa de
Fortalecimiento de las Microfinanzas RurdesFOMIR-DAI” or FOMIR/DALI) initiated
activitiesin January 1999 with the arrivd of the Chief of Party in El Salvador.

MAJOR RESULTS AREAS

The principa objectives of the RFM are to improve the performance and sustainability of
selected microfinance inditutions serving rurd aress of the country, increase the outreach of
micro credit services, and increase the availability of rura savings services. In July 2001,
USAID amended DAL’ s contract to continue until September 31, 2003. The three major
results areas defined for the RFM to be accomplished by the end of the fifth year are
therefore to:

= Improve the degree of financia sustainability of six selected microfinance inditutions
and the operationd sugtainability of eight sdected microfinance inditutions,

= |ncrease the outreach of these inditutionsin rurd areas by establishing at least 7 new
branches that combined serve 20,000 new borrowers, and make at least 7,000 |oans of
$400 or less; and

» Increase savings by at least $400,000 among 4,000 poor rurd clients, served by six
Secure savings inditutions.

Included in these three mgjor results areas, the RFM seeks to reduce ddlinquency rates to less
than 10 percent and to help selected indtitutions gain access to commercia sources of funding
to ensure their microfinance activities continue to exist and grow without reliance on donor
funding after the termination of the project. A minimum of 5 nongovernmenta organizations
are to have access to commercia sources of funding by the end of yeer five.

The RFM supports the selected indtitutions by providing training, technical assstance and
funding. This program of assstance is designed to improve their performance and
capabilities, increase their service coverage, maintain healthy and dynamic loan portfolios,
atain financia sugtainability, and access new sources of commercid funds.

! Contract No. 519-C-00-99-00005-00.
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ORGANIZATION OF THE REPORT

This progress report submitted for the project and covers the period from April 1, 2003,
through June 30, 2003.2 The report is divided into the following mgjor sections:

= Reaultsfor the Quarter

=  Progress Toward Accomplishment of Mgor Results Indicators
= Grantee Reaults for the Quarter

= Expanding Access to Capita

= Preparationsfor Nationa Microfinance Conference
= Capitdization Fund

= Market Information Unit

= Information Technology Initiative

= Traning Activity for the Quarter

= Conaulting Activity for the Quarter

=  Hnancid and Adminidrative Information

= Counterpart Contribution

=  Summary Table of Key Indicators for the Project

2 The effective date of the contract was November 3, 1998. Start-up did not begin officially until contract
signing on November 23. Target dates used throughout this report are rounded to the end of the month.
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RESULTS FOR THE QUARTER

Summary of Quarterly Results (April - June, 2003)

Planned Actual
Total New Rura Borrowers: 20,000 Borrowers 31,946
Total New Loans Under $400: 7,000 Loans 10,950
Total New Points of Service 7 Points of Service 48
Average Portfolio at Risk: <10% 6.92%
Operationa Sustainable MFls 8 9
Financia Sustainable MFls 6 8
No of NGOs obtaining commercia bank funds 5 5
No. of Ingtitutions with improved statutes 6 6
No. Saving Ingtitutions serving rural clients 6 6
Number of Active Depositors 4,000 7,804
Growth in Savings Accounts $400,000 $794,185.58

Accomplishments:

FOMIR/DAI asssted MFIs are now serving 50,398 clients or 31,946 new active
borrowers, a 173% increase over the basdine and 11,946 more than the end of contract
target of 20,000 new rurd clients

FOMIR/DAI asssted MFIs registered a net increase in loans below $400 to rurd clients
(ameasure of serving the poor) of 10,950 surpassing the end of year five target of 7,000.
FOMIR/DAI succeeded in reaching end of year five targets ahead of schedulein
operationd and financid sustainability, ddinquency, outreach, and savings.

FOMIR/DAI expanded coordination effort in the sector, providing information on partner
MFIsto the BMI, IDB, BCIE and donors, facilitated introductions for potentia investors
with sdlected MFIs, and, initiated planning meetings for sector wide training courses and
anaiond conference in 2003 with BMI, Conamype, Fundamicro and Asomi.
FOMIR/DAI assisted MFIs registered a weighted-average for portfolio at risk more than
30 days of 6.92%, demonstrating sound credit management.

The Superintendent of Banks indicated satisfaction with the ingtitutiond changes made

by ACCOQVI as part of the regulation process. A fina decison is expected in August.
Totd urban and rurd portfolio for the 11 partner indtitutions increased by more than 7%
during the quarter to an end of Junefigure of $101.8 million.

Priority Activitiesfor FOMIR Next Quarter:

Conduct studies and document findings from National Conference on Strengthening

the Microfinance Industry
Complete the processto transfer assets to all grantee institutions.

Complete project demobilization activities efficiently and on time.
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PROGRESS TOWARD ACCOMPLISHMENT OF MAJOR RESULTS
Indicators: June 30, 2003

The following tables provide consolidated results for the end of the third quarter — FY 2003
for new active rurd borrowers. Partner ingtitutions reported an increase of 5,539 rura active
borrowers. FOMIR is pleased to report a 3,834 client increase for Calpia due to increased
demand for the ag/microenterprise product devel oped with FOMIR assistance. ACCOVI,
ADEL/AMC, FUSAI/Integra and CAM each reported client increases of more than 300
clients.

Rural Clients | Rural Active Borrowers | ]
Ingtitution To 03/31/02 | To 06/30/03 Change

Adel Morazan 5,228 5,544 316
Financiera Capia 5174 9,008 3,834
Fundacion Duarte 1,579 1,519 (60)
ASEI 3,717 3,802 85
FUSAI 8,915 9,249 334
CAM 14,174 14,515 A1
Banco Agricola 1,442 1,294 (148)
Banco Salvadorefio 1,375 1,576 201
ACACSEMERSA 1,367 1,457 0
ACACU 876 997 121]
ACCOVI 1,012 1,437, 425

44,859 50,398 5,539

FOMIR/DALI’ s year-end target for FY 2003 is 20,000 new rura active borrowers. At the end
of thethird quarter (fisca year), FOMIR-asssted microfinance inditutions (MFIs) currently
have 50,398 active rura borrowers or 31,946 new active borrowers, a 173% increase over the
basdine. Women congtitute 31,706 or 70.68% or of the current rurd active rurd clients.

Ingtitution Basdline* To 06/30/03 Women Borrowers Change
Aded Morazan 1,368 5544 3411 4,176
Financiera Calpia 0 9,008 1674 9,008
Fundacion Duarte 0 1519 1234 1,519
ASEI 860 3,802 3,197 2,942
FUSAI 617 9,249 6,343 8,632
CAM 15,504 14,515 11,778 (989)
Banco Agricola 0 1,294 1,049 1,294
Banco Salvadorefio 103 1576 1,286 1,473
ACACSEMERSA 0 1,457 921 1457
ACACU 0 997 635 997
ACCOVI 0 1,437 960 1,437
Totals 18,452 50,398 32,988 31,946
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In terms of loans disbursed for amounts of less than $400 to rura clients, grantee indtitutions
registered 26,359 loans as of June 30, 2003, an increase of 1,270 from the previous quarter.
The net increase in loans below $400 to rurd clients (ameasure of serving the poor) is

10,950 surpassing the end of year five target of 7,000.

Rural Loans of $400 or Less ‘

Institution Basdline* To Change Basdline* Total Increase % to
06/30/2003 Women 06/30/2003
Adel Morazan 349 1,957 1,608 206 1,298 1,092 66.33%
Financiera Capia 0 1,925 1,925 0 745 745 38.70%
Fundacion Duarte 0 990 990 0 838 838 84.65%
ASEI 889 3,708 2,819 705 3,117 2,412 84.06%
FUSAI 56 3,835 3,779 22 3,247 3,225 84.67%
CAM 14,115 11,807 (2,308) 11,292 9,605 (1,687) 81.35%
Banco Agricola 0 367 367 0 298 298 81.20%
Banco Salvadorefio 0 727 727 0 628 628 86.38%
Acacsemersa 0 417 417 0 330 330 79.14%
Acacu 0 212 212 0 162 162 76.42%
Accovi 0 414 414 0 330 330 79.71%
15,409 26,359 10,950 12,225 20,598 8,373 78.14%
The number of rurd active depositors at the end of the quarter was 7,804. The end-of- project
target is 4,000 rural depositors.
Rural Active Depositors**
Institution Basdline* To Change Basdine* Total Increase % to
06/30/2003 Women 06/30/2003
Financiera Capia 0 1,589 1,589 0 905 905 56.95%
Banco Agricola 0 1,377 1,377 0 950 950 68.99%
Banco Salvadorefio 0 1,429 1,429 0 1,228 1,228 85.93%
Acacsemersa 0 1,024 1,024 0 698 698 68.16%
Acacu 0 983 983 0 638 638 64.90%
Accovi 0 1,402 1,402 0 981 981 69.97%
0 7,804 7,804 5,400 5,400 69.20%

*The number of depositors for Banco Agricola, Banco Salvadorefio, Acacsemersa, Acacu and Accovi is
calculated based on the number of new rural clients of active microcredit |oans with deposit accounts.
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In terms of overal urban and rurd portfolio, the 11 MFI’s served by the project reported a
less than 2% increase in tota portfolio during the quarter, bringing the total amount of credit
outstanding to $101.8 million. Today, 100,946 clients are served by FOMIR/DAI's 11
partner indtitutions, 50,398 are rurd microfinance clients.
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Results againgt each outreach indicator are presented in the table below.

Target Indicator

RESULTS: INCREASED OUTREACH BY QUARTER

Y ear
Five

Year Five
Third

Comments

_ Targets

___Quarter

No. of new 7 48 (6) CALPIA opened anew agency in Ahuachapén in 1999,
branches/agencies Metapén in March 2000, and Cara Sucia and San Juan Opico in
serving rura clients 2001. Santa Rosa de limain April and Armeniain June 2003.
(2) CAM opened a new agency in Zacatecolucain 2000 and
Chalatenango in May 2003
(6) ADEL Morazan opened new branchesin Ciudad Barriosin
1999 and in Santa Rosain 2000.
(2) ASEI opened branches in Santa Ana and Cojutepeque
(24) Banco Agricola commenced microfinance lending in 11 rura
branches in 2000, in Chalatenango in 2001 and in Sonsonate and
San Vicente in 2003.
(23) Banco Salvadorefio increase microfinance lending to 10
branches during the last quarter.
(2)FIND opened new agenciesin Santa Anaand San Miguel in
1999.
(1) FUSAI opened branches in Ahuachapén and Colon in 2002
(2) ACACSEMERSA opened a branch in Chalchuapa in December
2002.
No. of NGOs 5 5 CAM has access to and use of commercia bank financing.
obtaining commercial ASEI, ADEL, FUSAI and FIND have obtained commercial bank
bank funds financing through a capitalization mechanism.
No. of new active 20,000 31,946 See table above.
rural borrowers
No. of new rural 7,000 10,950 See table above.
loans of $400 or less
Savings
No. of secure savings 6 6 CALPIA offerssavingsin rural areas.
institutions offering Banco Agricola and Banco Salvadorefio offer savingsin rural areas
servicestorural to clientsin their microfinance portfolios.
clients ACACU, ACOVI, and ACACSEMERSA all offer savings.
No. of active 4,000 7,804 ThIS represents CALPIA’s number of rural saversin two agencies
depositors receiving direct assistance from FOMIR and the number of increased
borrowers in Banco Agricola, Banco Salvadorefio, and the CU’sas a
result of the microlending program.
Growth in savings $400,000 | $794,185.58 | Asreported by CALPIA in two agencies and Banco Agricola,

accounts (in U.S'$)

Acacsemersa, Acacu and Accovi for saving amounts of new active rural
borrowers.

RESULTS: SUSTAINABILITY INDICATORS

FOMIR messuresfinancia sustainability by the ability of the organization to collect
aufficient revenues from dients to cover the full opportunity cost of its activities, including
financing a commercid rates. A financid indtitution whaose revenues cover dl of its
operationd costs but not itsfinancia costsis considered to be operating at operationa
sugtainability. The table on the following page provides information on the sustainability and
portfolio risk management indicators for FOMIR grantees.
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Target
Indicators

No. of
institutions
that are
operationally
sustainable

Targets
End of
Y ear
Five

Year Five
Third
Quarter
Actual

ASEI reports operational sustainability ratio of 84.96% as of 06/30/03.
CALPIA reports operational sustainability ratio of 106.93% as of
06/30/03.

FIND reports operational sustainability ratio of 68.51% as of 06/30/03.
ACACU reports operational sustainability of 118.55% as of 06/30/03.
ACACSEMERSA reports operational sustainability of 117.80% as of
06/30/03.

CAM reports operational sustainability of 128.22% as of 06/30/03.
FUSAI/Integral reports operational sustainability of 104.59% as of
06/30/03.

ACCOV!I reports operational sustainability of 117.12% as of 06/30/03.
ADEL/AMC reports operational sustainability of 103.06% as of
06/30/03.

Banco Agricolaand Banco Salvadorefio are operationally sustainable.

No. of
financialy
sustainable
institutions

ASEI reports financial sustainability of 82.12% as of 06/30/03.
CALPIA reportsfinancia sustainability of 99.97% as of 06/30/03.
FIND reports financial sustainability of 68.34% as of 06/30/03.
CAM reports financia sustainability of 118.76% as of 06/30/03.
ACACSEMERSA reports financial sustainability of 105.86% as of
06/30/03.

ACACU reports financial sustainability of 112.39% as of 06/30/03.
FUSAI/Integral reports financial sustainability of 103.82% as of
06/30/03.

ACCOVI reports financial sustainability of 111.58% as of 06/30/03.
ADEL/AMC reports financial sustainability of 101.14% as of 06/30/03.

Banco Agricolaand Banco Salvadorefio report financialy sustainable in
their microfinance product line.

% of
portfolios
more than 30
days past
due

<10%

8.58%
2.21%
6.92
10.35%
10.79%
10.61
6.68%
2.08%
451
8.05
22.83%

ADEL

CALPIA

FUSAI

ASEI

FIND

CAM

Banco Agricola (only MF line)
Banco Salvadorefio (only MF line)
ACACSEMERSA

ACACU as of 05/31/2003
ACCOVI

No. of
improved
statutes of
financia
institutions

6

ADEL Morazan separated its microfinance program from its other
activities and registered AMC as a savings and credit society.

FUSAI has separated credit operations, acquired new portfolio, and
modified its credit technology. They have also registered Integral asa
finance company.

FIND has improved financial management capacity, reporting, and has
begun to allow men in rural areas to access loans.

ASEI created anew organizational structure including the creation of a
board finance committee, reorganization of the finance and administrative
function, and strengthening of credit operations.

ACCOVI has complied with the regulation requirements of the
superintendent, and awaits final word on its regulated status.

Banco Salvadorefio has adopted new microfinance product line,
management structures with additional coordinators, and an incentives
scheme.
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GEOGRAPHIC DISTRIBUTION OF BRANCHES AND AGENCIES

The map on the following page displays the current geographic location of rural branches and
agencies of the 11 FOMIR supported ingtitutions. Forty-eight points of service have been

added as aresult of project activity to date bringing the tota number of rurd points of service
to 78.
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GRANTEE RESULTS

AMC LTD. (ADEL MORAZAN)

AMC had anet growth of 316 rurd clients, and added $135,511 in outstanding portfolio
during the quarter. As of June 30, ADEL/AMC exceeded the goa established with FOMIR
for rurd active borrowers by 344. In addition, sustainability indicators presented an
important improvement during the quarter as the investments made in previous quarters are
positively affecting continued sustainable growth.

Summary of Portfolio Growth

Outreach Results ACTUAL Projected Percentage
As of June 30, 2003 of Target
Rural Active Borrowers 5544 5,200 107%
Total Active Borrower 5544 5,200 107%
Rural Active loans< $400 1,957 1,716 114%
Points of Servicein Rural Areas* 7 7 100%
Number of Loan Officers 21 22 96%
Clients Per Loan Officers 264 236 112%
(*) Includes the office in Corinto that operates as a point of service for clients but is not a full-fledged

branch.

Summary Statement of Portfolio Management and Quality

Portfolio Growth

June

September

Quarterly Trends

2002

2002

Total Portfolio $ 2,405,127 2,640,391 2,979,527 3,120,371 3,255,882
Total Active Loans 3,639 4,424 5,004 5,332 5,676
Portfolio Quality June September | December March June
Quarterly Trends 2002 2002 2002 2003 2003
Portfolio at Risk > 30 days 7.24% 7.42% 6.59% 8.71% 8.58%
Portfolio at Risk > 90 Days 3.73% 4.07% 3.63% 4.22% 4.42%

At June 2003 portfolio at risk indicators for AMC showed a dight improvement in respect to
the previous quarter. Thisisakey areawere AMC isfocusng efforts to continue improving

the current Stuation.
STSEE Y June September  December March June
Quarterly Trends 2002 2002 2002 2003 2003
Operational Sustainability 107.58% 102.60% 104.06% 90.18% 103.06%
Financial Sustainability 107.58% 99.75% 100.50% 87.03% 101.14%

Sugtainability indicators for June 2003 when compared to March 2003 present an important
improvemert as AMC has reached its financia break-even point during the quarter. Growth

in portfolio and income during the quarter provided the necessary base to reach this

important level. Quarter sustainability indicators decreased during the previous quarter asa
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result of increased adminigtrative expenses resulting from the creation of new postionsto
accommodate a redesigned operating structure. This new operating structure is consdered
necessary to support the continuation of the planned expansion.

Summary of FOMIR/DAI Activitiesfor the Quarter

FOMIR provided guidance and advice in evauating the overal performance and
efficiency of theinformation systems operation. Based on the evauation, FOMIR
supported AMC in the development of an action plan to improve the overal efficiency in
terms of operation and costs,

FOMIR supported the execution of atraining program for AMC' s directors on the key
eements of operating and managing afinancid inditution. Thistraining program has
been executed through a specidized training ingtitute with trainers from the banking and
government financia regulatory inditutions.

AMC's Generd Manager continued participation in the COLCAMI/ISEADE
microfinance diploma program with financid support from FOMIR/DAI;

An AMC Branch Manager participated in a study tour to Bolivia, which was designed
and executed by FOMIR and included visitsin Boliviato Prodem and Cgalos Andes.

Activitiesto be Executed During the Next Quarter

With FOMIR assgtance, the Generad Manager should complete the COLCAMI/ISEADE
microfinance diploma program during July.

ASOCIACION SALVADORENA DE EXTENSIONISTAS EMPRESARIALES DEL
INCAE - (ASEI)

During the quarter, ASEl recorded increases in tota portfolio and number of cdlients. ASEI
srengthened the new solidarity group credit line, and continued to develop the individud
credit line for its launch in the next quarter. As of June 2003, ASEl complied 100% with the
target established with FOMIR for rurd clients.

Summary Statement of Portfolio Growth, Management and Quality

Outreach Results Actual Projected Per centage
Asof June 30, 2003 of Target
Rural Active Borrowers 3,802 3,791 100%

Total Active Borrowers 6,325 6,600 9%6%

Rural Active loans< $400 3,708 3,600 103%
Points of Servicein Rural Areas 3 4 75%
Number of Loan Officers 35 3 106%
Clients Per Loan Officers 181 200 91%

The clients per loan officer ratio improved during the quarter when compared to March 2003,
asthe newly hired loan officers have developed their “ solidarity group” portfolios.
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Summary of Sustainability or Profitability Indicators

Portfolio Growth

September

December

Quarterly Trends
Total Portfolio $

$362,035

2002
$392,088

2002
$627,413

March
2003

$598,735

$643,399

Total Active Loans

5104

5318

6,760

6,420

6,376

As the new solidarity group product line continues to develop, ASEI’ s average loan has
increased as aresult of the larger amounts associated with solidarity groups. As of June 2003,
ASEl's average loan was a $100, up from $70 in June 2002.

Portfolio Quality June September  December March June
Quarterly Trends 2002 2002 2002 2003 ‘ 2003
Portfolio at Risk > 30 days 9.51% 9.77% 7.20% 8.81% 10.35%
Portfolio at Risk > 90 Days 4.93% 6.18% 4.65% 441% 6.83%

Portfolio at risk indicators increased during the quarter when compared to March 2003. This
increase was aresult of monitoring problemsin the centra region of the country in the new
solidarity group product line. ASEI has been taking corrective actions and has andyzed and
executed certain policy changes to better manage collections.

September December March June
2002 2002 2003 2003
90.12% 82.71% 75.36% [ 8496% |
89.78% 79.28% 71.69% 82.12%

Sustainability

Quarterly Trends
Operational Sustainability
Financial Sustainability

[ 12411% |
112.03%

As had been presented in ASEI’ s projections, the sustainability indicators began to show an
increasing trend during the quarter, as the new solidarity product line continued to grow and
develop. The income generated from this product lineis covering an increasing portion of the
cogts associated with it.

Summary of FOMIR/DAI Activitiesfor the Past Quarter

FOMIR provided technical assstance to evauate and strengthen the qudity of customer
sarvicea ASEI. In addition, the technica assstance provided tools and training for
ASEI to periodicaly gauge customer service qudlity;

FOMIR supported training in solidarity group credit technology and portfolio
adminigtration for ASEI’ s coordinators. This training was executed through a study tour
to the internationaly recognized MFI, Genes's Empresarid of Guatemaawhich
gpecidizes in solidarity group lending;

Three of ASEI’ stop operative managers participated in a study tour to Bolivia, which
was designed and executed by FOMIR. As part of the study tour, participants visited
severd recognized MFI’ s to observe and learn about their operation in general. The
MFI’svidted in Boliviaincluded Prodem and Cgalos Andes,
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FOMIR provided technica assistance for developing a market study for identifying and
evauating additiond rural markets for the expansion of ASEl"s new and existing
microfinance product lines. The sudy was initiated in June and is expected to be
concluded in duly. The study will present information in relation to potentid dients
profile and the products and services offered by the main competitors to ASEI.

Activitiesto be Executed During the Next Quarter

FOMIR will provide training to ASEI’ s top managers and board members on successful
drategies for launching an individua microcredit product line. Thistraining program, to
be executed in July, will be the last dement of the pre-operating phase for launching the
individua loan program of ASEI,

FOMIR will support the training of ASEI’s generd manager, who will participate in the
management training program at INCAE, Costa Rica. Through this program, ASEI's
manager will strengthen his knowledge and know-how in aress like human resource
management, financia management, internd control, marketing and other subjects
needed for ASEI’ s continued expanson and inditutiona strengthening. ASEI is
assuming 50% of the cost of the training program.

CENTRO DE APOYO A LA MICROEMPRESA - (CAM)

The indtitution continued to reverse the trend of declining number of clientswith a net
increase of 341 totd clientsin the last quarter. CAM finished the quarter with 20,860 total
clients, which reflects a 18.4 % increase when compared to June 2002. Rurd clients grew by
341 during the past quarter. The 14,515 rurd clients at June 2003 represent an increase of
10.6% in rurd clients compared to June 2002. CAM had 88% compliance in the number of
rurd clients god established with FOMIR for June 2003.

Summary of Outreach Indicators

Outreach Results Projected Per centage
As of June 30, 2003 of Target
Rura Active Borrowers 14,515 16,500 87.97%
Tota Active Borrowers 20,860 22,500 92.7%

Rura Active loans < $400 11,807 13,600 86.8%
Points of Service Rural Areas 7 6 116.7%
Number of Loan Officers 84 100 84%

Clients Per Loan Officers 248 225 110%

Summary Statement of Portfolio Management and Quality

Portfolio Quality September December March

Quarterly Trends 2002 2002 2003

Total Portfolio $2,951,000 | $3,144,000 $4,272,000 | $4,158,000 | $3,855300
Total Active Loans 18,104 17,998 19,775 20,675 21,281

Quarterly Report (April-June 2003)
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Tota portfolio presents a decline of 7.2% when compared to March 2003. CAM dated that
they had experienced a decline in the amount solicited by dients for their loans The
inditution is activey working on evauating the dtuation and developing dSrategies to reverse
thistrend.

Portfolio Quality June September  December March June
Quarterly Trends 2002 2002 2002 2003 2003
Portfolio at Risk > 30 days 4.9% 3.9% 3.7% 6.31% 10.61%
Portfolio at Risk > 90 Days 2.8% 24% 14% 20% 4.14%

Theimpact of portfolio deterioration in the Sonsonate branch continued to be experienced by
CAM during the quarter. The ingtitution continued with the implementation of messuresto
improve the Stuation &t this location including changes in personnd. It is expected that the
results of these actions will show improving portfolio at risk indicatorsin July.

Sustainability December

Quarterly Trends 2002

Operationa Sustainability 145% 131.46% 127.81% 139.43% 128.22%
Financial Sustainability 142% 131.23% 122.67% 125.08% 118.76%

Summary of FOMIR/DAI Activitiesfor the Quarter

During the quarter, FOMIR concluded the technical assstance effort initiated the
previous quarter with the purpose of increasing coverage and market penetration in rura
aress. The technical assistance consisted of workshops and on the job training sessions
with CAM’s personnel in contact with dientsin the field,

CAM inaugurated a new point of service in Chaatenango with the purpose of providing
better service to exigting dlients and increasing penetration in this location' s area of
influence. FOMIR supported this effort through the procurement of office equipment;
During the quarter, FOMIR supported Windows 2000 Server and SQL 2000 Server
traning;

A supervisor and a branch manager of CAM participated in a study tour to Bolivig;
CAM’s Generd Manager participated in “ Paving the Way Forward”: An International
Conference on Best Practicesin Rurd Finance, a Washington D.C.

Quarterly Report (April-June 2003)
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FINACIERA CALPIA

Cdpia growth during the last year has been exceptional. Overal portfolio grew by $18
million during the year (June 02-June 03) and clients increased by 4,625. Over thelife of the
project Capia has added 9,008 clients.

Summary of Outreach Indicators

Outreach Results Actual Projected Per centage
Asof June 30, 2002 of Target
Rural Active Borrowers 9,008 4,345 207.3%
Total Active Borrowers 39,226 43,000 91.2%
Rural Active loans< $400 1533 N/A N/A

Points of Servicein Rural Areas 12 12 100%
Number of Loan Officers 123 121 102%
Clients Per Loan Officers 319 355 9%

The rura active borrowers table above includes clients from Ahuachapan and Metapan, two
agencies started with USAID support in 1999 and clients that have obtained the
ag/microenterprise loan designed and implemented with FOMIR assistance,

During the previous year, FOMIR has been asssting Financiera Cdpia through Frontier
Finance Internationd to help develop and launch new products targeted to rura familieswho
generate their income from farm:related and other microfinance activities.

During the past quarter the number of new clients accessing the ag/microenterprise products
increased from 1,832 to 5,120. Growth in portfolio has lead to increased profitability and low

arrears.

Summary Statement of Portfolio Management and Quality

Portfolio Quality

Quarterly Trends
Total Portfolio US$

35,214,093

38,667,502

45,618,700

48,736,791

53,304,911

Total Active Loans

35,380

42,077

42,820

37,320

40,005

Portfolio Quality December ‘ March

Quarterly Trends 2002 2003

Portfolio at Risk > 30 days 31% 2.76% 2.20% 2.26% 221%
Portfolio at Risk > 90 Days 2.6% 2.25% 1.62% 1.79% 1.54%
SIS el June September | December  March June
Quarterly Trends 2002 2002 2002 2003 2003
Operational Sustainability 95.67% 95.75% 99.07% 104.67% 106.93%
Financia Sustainability 89.01% 87.46% 91.64% 92.07% 99.97%

Quarterly Report (April-June 2003)
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Summary of FOMIR/DAI Activitiesfor the Quarter
Monitored progress by Frontier Finance in rurd/agriculture product design and
implementation including the preparation of an update review.

Key Activitiesfor the Next Quarter

Thefinal vigt for ag/microenterprise consultant will take place to review Capiasrurd
ag/microenterprise portfolio growth qudity.

Quarterly Report (April-June 2003)
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FUNDACION JOSE NAPOLEON DUARTE (FIND)

FIND revised and began implementing a new financia strategy during the quarter to reach

financid sugtainability. Also during the quarter FIND complied with the provisioning

requirements established in the plan agreed with FOMIR. Although the indtitution closed

June with adecline of 60 rurd active clients, resulting in anet totd of 1,519 new activerurd
clients, they still exceeded outreach targets. Thistotd represents a 107% compliance with the
June target established with FOMIR.

Summary of Portfolio Growth

Outreach Results Actual Projected Percentage
Asof June 30, 2002 of Target
Rural Active Borrowers 1,519 1,425 107%

Total Active Borrowers 2,888 3,500 82%

Rural Active loans< $400 990 1,200 83%

Points of Servicein Rural Areas 2 3 67%
Number of Loan Officers 17 20 85%
Clients Per Loan Officer 170 175% 97.1%

Summary Statement of Portfolio Management and Quality

Portfolio Growth

June

Quarterly Trends 2002 |

September ecember
2002 2002

March
2003 |

Total Portfolio $

1,058,010

1,183,629

1,192,330

1,081,176

1,070,958

Total Active Loans 2634 3371 3312 3,055 2,893
Portfolio Quality June September | December  March June
Quarterly Trends 2002 2002 2002 2003 2003
Portfolio at Risk > 30 days 13.99% 12.98% 9.63% 12.88% 10.79%
Portfolio at Risk > 90Days 9.97% 8.91% 6.12% 8.61% 1.7%

Portfolio decreased by 1% in relation to the previous quarter. Nevertheless, the portfolio
vaue represented a 102% of the goal agreed to with FOMIR in the new financid projections.
Portfolio at risk ratios demonstrated an important decrease during the quarter as aresult of
the use of the newly etablished MIS aswell as the execution of the plan accorded with

FOMIR for arrears reduction.

STSEE Y June September  December  March June
Quarterly Trends ‘ 2001 2002 2002 2003 2003
Operational Sustainability 95.75% 75.87% 8L41% 73.46% 68.51%
Financial Sustainability 81.00% 71.2% 70.35% 7311% 68.34%

The sustainability indicators for June 2003 show a decline when compared to the previous

quarter and June 2002. The adoption of several necessary measures for indtitutiona

strengthening hes been increasing administrative and operating costs. One such measureis
the creation of reserves for bad debt in accordance with the new stricter policy adopted by the
indtitution. From January to June 2003 the ingtitution has created $59,752 in reserves. FIND

Quarterly Report (April-June 2003)
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and FOMIR worked and defined a new financia strategy during the quarter to improve the
gtuation.

Summary of FOMIR/DAI Activitiesfor the Quarter

FIND and FOMIR revised and andyzed financid projections and executed financia
performance. A concrete result of this exercise was the establishment by FIND of anew
financid gtrategy. The new financid strategy provided the basis for the development of
immediate actions to improve financid results;

Monitored compliance with the plan established to complete the provisioning for bad

debt in accordance with the new policy established with FOMIR/DALI. By June 2003 the
ingtitution had created provisions to completely cover the amount needed in accordance
with the new policy adopted,

FOMIR provided guidance and advise for the implementation of the new operating
software at FIND, for which FOMIR provided support, was completed during the
quarter;

The process supported by FOMIR to strengthen communications links al the agencies
was findized;

FOMIR supported FIND with certain previoudy accorded operating expenses for rura
agencies,

FIND’'s generd manager participated in the COLCAMI/ISEADE microfinance diploma
program with financia support from FOMIR/DAI.

Activitiesto be Executed During the Next Quarter

FOMIR will support the execution of the *Integrated Training Program” a FIND which
consigts of a series of workshops in aspects related to microcredit technology,
governance, customer service, internd control, marketing and promotion and financia
management. Participants in the training program will include operating saff of dl levels
aswell as board members. The training program is aso consistent with areas that need to
be srengthened that are important elements in the new inditutiona strategy to reach
financid sugtainability. It will be executed during July;

FOMIR will continue supporting FIND with certain previoudy accorded operating
expenses for rurd agencies during the month of July;

The FIND Financid Manager will finish his participation in the COLCAMI/ISEADE
microfinance diploma program with financid support from FOMIR/DAL.

Quarterly Report (April-June 2003)



20

FUSAI/INTEGRAL

Integrd's priorities during 2003 continue to be the implementation of the Topaz sysem and

edablishing the organizationd dructure, policy,

and procedures manuads to guide the

organization through the regulatory process and continued growth during the coming years.
The inditution closed June with a totd of 14,678 (non-housing) active loans, $9.6 million in
outstanding portfolio, a 6.92% portfolio a risk over 30 days, and continued to show
operationd and financid sugtainability.

Summary of Portfolio Growth

Outreach Results

Projected

Per centage

Asof June, 2003

of Target

Rural Active Borrowers* 9,249 9,163 101%
Total Active Borrowers™* 14,678 15,600 9%
Rural Active loans< $400 3,835 3,200 119%
Points of Servicein Rural Areas 7 6 117%
Number of Loan Officers 77 70 110%
Clients Per Loan Officers 191 222 86%

* Does not include housing loans

Summary Statement of Portfolio Management and Quality

Portfolio Growth

Quarterly Trends
Total Portfolio $

8,701,970

9,284,615

10,319,296

9,656,588

9,640,776

Total Active Loans*

14,760

15,563

15,633

14523

14,769

* Does not include housing loans

During the quarter, Integrd grew in numbers of active loans but declined in totd portfolio.

Portfolio Quality

September

December

March

Quarterly Trends
Portfolio at Risk > 30 days

7.58%

2002
6.50%

2002
6.89%

2003
6.17%

6.92%

Portfolio at Risk > 90 Days

3.60%

3.08%

2.66%

3.04%

4.4%

Integra continued to show operationd and financid sustainability for a second consecutive
quarter since the company was established in mid 2002, alaudable achievement for anew

microfinance inditution.

Sustainability June September  December March June
Quarterly Trends 2001 2002 2002 2003 2003
Operational Sustainability 95.42% 98.90% 101% 101% 104.6%
Financial Sustainability 7311% 84.88% % 100% 103.8%
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Summary of FOM IR/DAI Activitiesfor the Past Quarter

During the past quarter, FOMIR/DAI continued to provide Integra with the Long Term
Technicad Assstance of ACCION’'s Manue Torres. In addition to Mr. Torres sdaily
responsbilities as Integral’ s Business Manager, he focused efforts on reengineering policies,
procedures and operations and devel oping appropriate manuas and training to comply with
the new Topaz system to be implemented in following quarter.

Additiona FOMIR/DAI technicd assstance and training was provided in the following
areas.

Robin Y oung and Enriqueta Claramunt met with the Integrd 1T project management
team to review work plansin order to optimize technica assstance for systems
completion. The proposa for this assstance was approved to run throughout the
following quarter. Ms. Claramunt will provide technica oversght and supervision to
the find phase of implementation of Topaz in Integrd,;

FOMIR/DAI followed up with Integrd to develop and submit its management
succession plan discussed one year ago. The plan has Luis Cadtillo moving to
President with two other modificationsin Integra’s Board membership; Manue
Torres moving to Genera Manager (under a management contract between Integra
and ACCION); and the hiring of a new Business Manager over the next Sx months;

Luis Lievano and Reina de Cabezas customized and delivered a two-day training
event for Integrd’ s Finance and Business Staff in accounting norms and procedures
of the Superintendency of the Financia System (SFS) under the Non-bank Financia
Intermediaries Law. The course was designed to prepare Integrd’ s saff for the
trangtion to aregulated intermediary in the coming years and ensure accounting
policies begin to dign with SFS requirements;

The technicad assstance, conducted by ACCION’ s Juan Carlos Diaz, in liquidity and
treasury management, was designed and initiated during this quarter, with Mr. Diaz's
firgt vigt. Data collection, review of SFS requirements, the new Topaz system, and
review of Integrd’s organizationd structure and requirements for treasury
management were completed. Mr. Diaz is scheduled to return and complete this
consultancy, delivering the Treasury Policy and Procedures Manua during the month
of duly;

An Integra branch manager participated in a study tour to Balivia, which was
designed and executed by FOMIR. As part of the study tour, participants visited
severd recognized MFI’ s to observe and learn about their operation in generd. Some
of the MFI’ svidted in Baliviaincluded Prodem and Cajalos Andes;

Integrd’ s coordinators continued attending the COLCAMI/ISEADE microfinance
diploma program with financia support from FOMIR/DAI.
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Activitiesto be Executed During the Next Quarter

During Juy and Augus FOMIR will continue providing technicd assstance to
Integral in the implementation of the new TOPAZ software sysem. This assstance
includes financing the support of a centrd processng sysem andys (FOMIR will
cover 34% of this cost and Integral will assume 66%) and supervison of this activity
by amember of FOMIR’sIT unit;

Integrd’s coordinators will conclude ther participation in the COLCAMI/ISEADE
microfinance diploma program.

During the next quarter, FOMIR will complete the find ACCION CAMEL with
Integral, and expects to complete the ongoing transfer of assets process with Integra
to complete its grant agreement.

BANCO AGRICOLA

During the quarter, Banco Agricold s continued to integrated microfinance line of products
into the larger Banca MyPE organization, establishing a more permanent and larger
organization for the microfinance operations within the bank. Still, the bank reported a
decline of 120 rura microfinance clients during the quarter.

Summary Statement of Portfolio Growth, Management and Quality

Outreach Results Actual Projected Percentage
Asof June 30, 2003 of Target
Rural Active Borrowers 1,294 2,372 55%

Total Active Borrowers 1,633 2,400 68%

Rural Active loans< $400 367 735 50%

Points of Servicein Rural Areas 14 15 93%
Number of Loan Officers 21* 27 107%
Clients Per Loan Officers 7 89 87%

* MY PE |oan officers with microfinance portfolios as of June 2003.

Portfolio June September December March June
Quarterly Trends 2002 2002 2002 2003 2003

Total Portfolio $ 1,054,229 1,087,189 1,232,201 1,205,816 1,182,421
Total Active Loans 1,657 1671 1,740 1,657 1,633
Portfolio Quality ‘ March June December March ‘ June
Quarterly Trends 2002 2002 2002 2003 2003
Portfolio at Risk > 30 days 5.74% 5.20% 6.0% 6.20% 6.68%
Portfolio at Risk > 90 Days 1.04% 1.99% 1.91% 161% 213%

Summary of FOMIR/DAI Activitiesfor the Quarter

Quarterly Report (April-June 2003)
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During the past quarter, Banco Agricolafocused on continued training for its MY PE
Bankers, finaizing its software and automeatic loan proposds, and starting its rewards
program. FOMIR asssted with the following training and technica assistance:

Organlzed or supported participation in the following training sessons.
Benchmarking and Financiad Management Tools (organized by ASOMI) for two staff
members
COLCAMI/ISEADE Microfinance Diploma program for one staff member
Legd Aspects of MyPE Credit for MyPE Bankers and Analysts, developed by
Bernabe Elias
Financia Andyss, Risk Management, Portfolio Management and Collections for
MyPE Bankers and Analysts, developed by Hector Cisneros

Nancy Natilson conducted a follow-up vist to her initid assgnment with the Bank in
December. The purpose of this second trip was to review the MyPE Bankers' lending and
collections results compared to projections and define the reward program. During the vist,
Ms. Natilson aso reviewed the emergency arrears reduction plan. The former progressed
well with the Bank conducting an award ceremony in which 12 Bankers received cash
rewards for their lending and collections performance during the previous months. The
second event of thiskind is scheduled for August and the Bank hopes to implement a
permanent incentive system based on this program next year. The arrears reduction program
was less successful, dthough adminidrative improvements - such as giving the collections
department specific targets to reduce the MyPE portfolio and improving communication
between the collections department and MyPE Bankers - seemed to be paying off by the end
of the quarter. While growth in the microfinance portfolio has been dow to null over the past
year, growth in the overdl MyPE portfolio is picking up in recent months.

Gabor Simon provided feedback on MyPE' s evolving proposal to develop aloan application
adminigtration system and MyPE advanced this proposal working with the Management
Reports System Manager.

At the Bank’ s request, Robin Y oung organized and led a workshop- meeting to discuss an
integrated service model for microenterprise clients (regardless of loan use detination,
induding housing and consumer loans and other bank services) and provided a summary
report with recommendations. Ms. Y oung also provided afind review of the project and
Bank’s performance in a close-out memo and meeting with two of the Bank’s Vice
Presidents and Manager of Micro and Small Enterprise Credit. Key areas discussed include
performance of the Bank compared to the rest of the Salvadoran microfinance industry, the
Bank’ s strengths and weaknesses in the microenterprise sector, and recommendationsin
three areas (human resources, products and integration and support from bank departments
such asfinance and IT) to optimize the Bank’ s growth and profitability in microenterprise
banking. The Vice Presidents both reconfirmed the Bank’s commitment to the sector and
interest to develop amore concrete strategy for growth in the MyPE sector.
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BANCO SALVADORENO

From March 2002 to June 2003, Banco Salvadorefio’ s microfinance portfolio increased
47.3%to $ 2.667 million dollars. Rurd active clientsincreased by 201 to 1,576. The qudity
of portfolio continued to improve as risk indicators for > 30 and > 90 days were at 2.08% and

0.54% respectively.

Productivity and program results continued to be FOMIR’s main focus with the bank since
severd aspects related to policies, methodologies, and personne are dready in place asa
result of FOMIR's assistance to the bank in 2002.

Summary Statement of Results

Outreach Results Actual Projected Per centage
As of June 30, 2003 of Target
Rural Active Borrowers 1,576 2,500 63%
Total Active Borrowers 2586 3,000 86%
Rural Active loans< $400 727 N/A N/A
Points of Servicein Rural Areas 16 10 160%
Number of Loan Officers 33 25 132%
Clients Per Loan Officers 78 112 70%

From thetable it isimportant to note that, athough productivity measured in terms of clients
per loan officer remains low, it shows a 18% increase when compared to March 2003. The
increase in this productivity indicator during the quarter continues the upward trend initiated
on September 2002. It is aso important to consider that 17 additiona credit officers were
hired by the program between June and September 2002. As these credit officers build their
portfolios the productivity indicator continuesto rise.

Summary Statement of Portfolio Management and Quality

Portfolio Quality June September December March June
Quarterly Trends 2002 2002 2002 2003 2003
Total Portfolio US$ 931,200 $1,000,030 $1,593,890 $1,811,050 $2,667,392
Total Active Loans 1,382 1528 1,970 2191 2,568
Portfolio Quality June September | December March June
Quarterly Trends 2002 2002 2002 2003 2003
Portfolio at Risk > 30 days 5.08% 4.94% 2.09% 3.33% 2.08%
Portfolio at Risk > 90 Days 1.31% 3.04% 0.54% 0.86% 0.54%

Summary of FOMIR/DAI Activitiesfor the Quarter
Top managers and supervisors of the banks microfinance program continued attending

the COLCAMI/ISEADE microfinance diploma program with financid support from
FOMIR/DAL;
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FOMIR provided technica assistance by working with managers for Micro and Small
Enterprise Credit and their staff for reviewing lending targets and results for the
microfinance, microenterprise and smal enterprise segments for the first quarter of 2003.
Based on the reviews, recommendations were made on changes to targets, incentive
system, and organization to optimize lending in the future. In addition, the organization,
gaff digtribution and targets, and product differentiation of the entire micro and small
enterprise portfolio was reviewed. Based on this review and the bank's overall strategy
for micro and smadl enterprise finance, recommendations on product and staff

rationalization were provided.

Activitiesto be Executed During the Next Quarter

Top managers and supervisors will finish their participation on the COLCAMI/ISEADE
microfinance diploma program during uly.

ACACSEMERSA

ACACSEMERSA continued to expand its microfinance portfolio by 90 new rurd clients
bringing the total number of new active rurd clientsto 1,457. This number representsa
97.1% compliance with the target established with FOMIR for June 2003, in the very
competitive Santa Ana market. In addition, the ingtitution maintains a high leve of portfolio

hedth.

Summary Statement of Results

Outreach Results Actual Projected Percentage
Asof June 30, 2003 of Target
Rural Active Borrowers 1,457 1,500 97.1%

Total Active Borrowers* 1,459 1,550 94.1%

Rural Active loans< $400 417 500 83.4%
Points of Servicein Rural Areas 2 1 150%
Number of Loan Officers* 5 9 56%
Clients Per Loan Officers 291 172 130%

*Includesonly Small & Microenter prise clients and officers

It is important to note that two loan officers accepted offers from other microfinance
indtitutions during the quarter. One was replaced in June and the other credit officer will

likely bereplaced in uly.

Summary Statement of Portfolio Management and Quality

Portfolio Quality

December

March

Quarterly Trends
Tota Portfolio $ 2,572,823

2,559,082

2002
2,673,216

2,712,385 2,720,313

Total Active Loans 2,265

1,99

2,387

2404 2,685
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ACACSEMERSA continued to show a growth trend in portfolio during the quarter. The new
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point of service at Chalchuapawill continue to support this growth.

Portfolio Quality

Quarterly Trends 2002

June

September
2002

December
2002

March
2003

Portfolio at Risk > 30 days

6.95%

6.24%

5.97%

4.37%

4.51%

Portfolio at Risk > 90 Days

5.0%

4.30%

413%

2.10%

2.19%

ACACSEMERSA has maintained ahigh level of portfolio qudity during the period.

Sustainability
Quarterly Trends

Operational Sustainability

June

2002
107.58

September
2002
106.17%

December
2002
116.43%

March
2003
103.31%

June
2003

117.80%

Financial Sustainability

107.58%

105.64

114.81%

94.5%%

105.86%

Summary of FOMIR/DAI Activitiesfor the Quarter

FOMIR supported the execution of the second phase of the technical assstanceto
strengthen the savings strategy at ACACSEMERSA. This second phase included a
training workshop and an action plan to improve the quality and volume of the savings

portfolio;

ACACSEMERSA signed an agreement with the BMI to be part of the “microfinance

coverage expansion program” offered by thisinditution. Through this program

ACACSEMERSA will receive sgnificant support for the growth and expansion of its
microcredit product line. FOMIR/DAI acted as liaison between the ACACSEMERSA
and BMI for the former to apply to this program;
FOMIR provided close support and guidance during the quarter to continue executing the
software implementation process. For acomplete description of activities under the
software customization plan, please refer to that section of this report.

Activitiesto be Executed During the Next Quarter

FOMIR will continue providing close support and guidance during July to conclude the
software implementation process.
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ACACU

ACACU increased new rurd active clients by 121 during the quarter, bringing the tota to
997. In addition, ACACU continued itsimprovement of portfolio at risk, with over 30 and
over 90 days decreasing by 1% and 2.01% respectively. ACACU aso hired three additional
credit officers for the micro and smal business sector during the quarter.

Summary Statement of Results

Outreach Results Actual Projected Percentage
As of June 30, 2002 of Target
Rural Active Borrowers* 997 1,300 7%

Total Active Borrowers* 1,008 1,400 72%

Rural Active loans< $400 212 300 71%

Points of Servicein Rural Areas 4 4 100%
Number of Loan Officers* 9 9 100%
Clients Per Loan Officers 112 156 2%

*Includesonly Small & Microenterpriseclientsand officers

Summary Statement of Portfolio Management and Quality:

Portfolio Quality

December

March

Quarterly Trends

2002

2003

Total Portfolio $ 7,768,570 7,947,433 8,200,382 8,339,535 8,737,576

Total Active Loans 3,934 4,123 4,189 4,243 4,436
Portfolio Quality June September December March June
Quarterly Trends 2002 2002 2002 2003 2003
Portfolio at Risk > 30 days 14% 13% 10.21% 9.05% 8.05%
Portfolio at Risk > 90 Days 8.03% 7.45% 7.20% 7.01% 5%

From the tablesit is important to note that since June 2003 there is a continued growth and

improvement in portfolio quantity and quality. One of the reasons for this trend is the

adoption by ACACU of the mini-portfolio system that was developed and executed with the

support of FOMIR/DAL.

Sustainability June September  December March June
Quarterly Trends 2002 2002 2002 2003 2003
Operational Sustainability 117.38% | 119.25% 117.7% 117.19% 118.55%
Financial Sustainability 117.38% | 11891% 117.16% 110.92% 112.3%

Summary of FOMIR/DAI Activitiesfor the Quarter

Findlized the physica refurbishment of the branch in San Migue. FOMIR' s financid
support provided for an adequate space and ingtalations to tend to the needs of an

increased number of microfinance clients. The refurbished ingdlations are able to

adequately accommodate the new microcredit personne being hired in this branch;
Two additiond credit officers were hired by mid March to continue expanding the smal
and micro enterprise portfolio in San Migud. These sdarieswill be paid through the
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“Expansion of Coverage Program” of the BMI. Through this program, ACACU will
receive sgnificant support for the growth and expangon of its microcredit product line,
FOMIR/DAI acted as liaison between ACACU and BMI for the former to apply to this
program;

FOMIR provided close support and guidance during the quarter to continue executing the
software implementation process. For acomplete description of activities under the
software customization plan, please refer to that section of thisreport;

ACACU’s Sub- Manager participated in “Paving the Way Forward”: An International
Conference on Best Practicesin Rura Finance, at Washington D.C. This participation
expanded understanding of recent trends in microfinance, resulting in stronger andysis
skills required for the ongoing development of ACACU’ s microfinance program.

An ACACU branch manager participated in astudy tour to Bolivia, which was designed
and executed by FOMIR. As part of the study tour, participants visited severa recognized
MFI’sto observe and learn about their operation in general. Some of the MFI’svidited in
Boliviaincluded Prodem and Cgalos Andes.

Activitiesto be Executed During the Next Quarter

FOMIR will continue providing close support and guidance during July to conclude the
software implementation process.

ACCOVI

During the quarter, ACCOVI showed an important increase in the number of rurd active
clients. Thisis an important achievement given the regulation process requirements and the
implementation of new operationd. ACCOV I has a 111% compliance rate in terms of the
new rurd clients target established with FOMIR

Summary Statement of Results

Outreach Results Projected Per centage
Asof June 30, 2003 of Target

Rural Active Borrowers 1,437 1,300 111%
Total Active Borrowers* 1,478 1,400 105%
Rural Active loans< $400 414 400 103%
Points of Servicein Rural Areas 4 4 100%
Number of Loan Officers* 10 10 100%
Clients Per Loan Officers 148 140 106%

Includesonly Small & Microenterpriseclientsand officers
Summary Statement of Portfolio Management and Quality

Portfolio Quality

Quarterly Trends
Total Portfolio $ 13,767,094 13,940,540 14,255,663 14,029,025 14,755,844

Total Active Loans 4,500 4,750 5130 5,008 5,148
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The apparent increase in arrears during the March and June quarters as presented in the table
is due to a change of the information system rather than area change in portfolio qudlity. In
redity, ACCOVI and FOMIR/DAI have been dosdy monitoring and working on reducing
arrears and have begun to see a decline. ACCOV/I’sgod isto reduce arrears over 90 days,
including accrued interest, to less than 10% during 2003.

Portfolio Quality June September  December  March June
OERCIVANEIS 2002 2002 2002 2003 2003
Portfolio at Risk >30days | 18.06% 15.84% 15.22% 20.08% 2.84%
Portfolio at Risk > 90 Days | 15.62% 13.38% 12.70% 15.42% 15.72%

ACCOVI continued to maintain high levels of operationa and financid sustainability despite
an increase in its cogt structure due to investmentsin systems and the regulatory process.
These increased cogts are coupled with a downward trend in their overal interest rates, as
competition in the credit union’ s traditional markets increases.

Sustainability June September December  March June
Quarterly Trends 2002 2002 2002 2003 2003
Operational Sustainability | 124.93% | 121.28% 111.29% 127.55% 117.12%
Financial Sustainability 124.93% | 120.85% 110.92% 118.04% 111.58%

Summary of FOMIR/DAI Activitiesfor the Quarter

During the past quarter, FOMIR/DAI continued an intensive technica assstance program to
support ACCOVI in the implementation of its regularization plan with the Superintendency
of the Financid System (SSF), a process that was concluded at the end of June. The
judtification and team for this support continue as described in previous quarterly reports.

By the end of the quarter, ACCOVI had afully functioning Topaz system, wason a
downward trend in arrears and had submitted al required information to the SFSfor
completion of its regularization plan. The credit union is awaiting find review of this
documentation and authorization of its system to ensureits full compliance and recaipt of its
Non-bank Financid Intermediary license from the SFS.

Following isabrief description of the progress to date in each area of the regularization work
plan and additiond activities that have arisen during development of the work plan.

Regularization plan committee. Ms. Robin Y oung and Mr. Luis Lievano conducted weekly
mesetings with ACCOVI’s President, Generd Manager and newly created Executive
Management Team to monitor progress on the regularization plan and new software system.
Given the high level of activity during thisfind quarter, multiple meetings were held most
weeks to address outstanding issues related to the Topaz system implementation, arrears
management and additiona requirements and observations of the SFS. In addition, on two
occasions, and at the President’ s request, the FOMIR consultants met with members of
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ACCOVI’'sBoard to discussissues of particular urgency and importance, related to the above
mentioned topics, which required Board decision making or support

Development, approva and dissemination of severa policy and procedures manuas. Mr.
Lievano asssted ACCQOVI to develop additiond policy and procedures manuas required by
the SFS not origindly in the regularization work plan. These include: Money laundering;
cybernetic terrorism; accounting and MIS (and dl IT systems documentation for review and
acceptance by SFS). These manuas were drafted in conjunction with appropriate staff and
managers, approved by the Board and submitted to the SFSfor review.

Building Management Capacity. Mr. John Hallen continued to accompary ACCOV I inits
weekly Executive Management Committee and Operations Department meetings. Mr. Halen
aso offered workshops to the management team on manageria and leadership syles,
communication, and the Myers Briggs persondity assessment. In May, the Branch Managers
and area Chiefs were included in this meeting, a practice to be repeated once a month. Mr.
Hallen organized and led a full Management and Board retreet in June to work on strategy,
planning, communication and teamwork. Mr. Lievano and Ms. Young also participated. The
reaction of participants to this sesson was very positive and ACCOVI’s Board and
Management expressed plans to continue periodic retreets of thiskind in the future at least
once or twice ayear. Findly, Mr. Hallen asssted the newly appointed Human Resources
Coordinator to refine and present the employee sdection and hiring process policies and
procedures, an area that has become critica given the sgnificant employee turnover and
newly created positions both of which have created the need for extensive hiring in recent
months. In his closing report, Mr. Hallen recommended areview of the management and
communication Stuation in August to evauate how well the meeting and communication

plans are working without direct involvement from FOMIR/DAI consultants.

In addition, in consultation with FOMIR/DAI, ACCOVI named a new Operations Manager
and new Interna Auditor (essentialy switching the people in these two positions) aswell as
anew Credit and Collections Supervisor. They aso named the newly created position of
Compliance Officer and hired, as replacements, new loan officers and collections agents.
FOMIR/DAI assgted in the technical training of this new staff through discussons with the
head of the Compliance Officers association of ABANSA and for the credit and collections
gaff through its ongoing arrears management and crediit srengthening consultancy.

In generd, the new Managers have assumed their responsibilities and improving
communication and leadership with and across departments. However, conflicts between
these new managers exist, while the somewhat passive leadership and communication style
of the General Manager tends to leave avoid at the top of the organization. Fortunately, the
President has become very active in leading ACCOV 1, is aware of the management Stuation
and taking active steps to improve the team.

Coordination with the development and implementation of the new software system to ensure
compliance and approva by the SSF. With the find phase of pardld and production of the
Topaz system, most of ACCOVI’s saff efforts were focused on this project during April and
May aswell as much of June. The FOMIR consultants asssted by tracking, communicating
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and resolving ongoing systems problems and transferring this work methodology to the credit
union I'T and management committee. ACCOVI, a FOMIR's recommendation, hired anew
systems engineer to assst with ongoing programming and system administration. Additiond
work was done on customizing the system and preparing its documentation per the SFS
requirements. For more details on the work completed on Topaz please see the Credit Union
IT project section of the quarterly report.

Arrears Management. FOMIR assigned two consultant/trainers (Mr. Ignacio Estevez and Mr.
Hector Cisneros) to work with ACCOV I’ s Operations staff (Operations Manager, Credit and
Collections Supervisor, Microcredit Coordinator, Branch Managers, Credit Officers and
Collections Agents) to design and implement a plan to improve portfolio qudity and
srengthen overdl credit operations. The consultants, in collaboration with managers and

saff at ACCOVI developed and put into practice anumber of policies and procedures which
immediately began to reduce arrears (tracking systems, collections techniques, write-off and
restructuring guidelines), worked with ACCOV I’ s Board and staff to restructure the credit
and collections committees, revised credit worksheets and reports, and conducted an
extengve training program (including dlasssoom and field work). Based on the success of
thisfirst phase, and at the request of ACCOV I’ s Presdent and Managers, the consultancy
was extended to conduct additiona training, revise credit forms and policies, and assist in
overal restructuring of ACCOIV’ s credit operations in June an July. Complete reports on
this consultancy are available in FOMIR/DAI’ s offices.

SSF Site Vigits, Updates and Meetings. During the past quarter, ACCOVI received a
summary report of the SFS's December Site visit. FOMIR assisted the credit union to prepare
and action plan to respond to the observations identified in the report and held weekly
follow-up mesetings to ensure adl new tasks assgned were completed satisfactorily. Mr.
Lievano asssted with monthly updates and reports to the SFS on ACCOV I’ s progress on its
regularization plan, analyss of the Centrd Bank’ s reserve requirements, and investmentsin
Fedecaces, Seguros Futuros and other cooperative organizations for eventua withdrawal of
its participation. Mr. Lievano aso participated, dong with managers from ACCOVI, in
meetings with the Lega Intendent of the SFSto review pending issues related to the SFS's
observations regarding these investments as well as family remittances, the legd name of
cooperative and contracts issued, the exclusion of the Oversight Committee (Comité de
Vigilancia) from the ligt of directors, and the naming of externd auditor. In June, Ms. Y oung
and Mr. Doug McLean of FOMIR/DAI and Ms. Sandra Duarte CTO USAID met with the
Superintendent Montenegro and Intendent William Duran to discuss ACCOV I’ s Situation
and the SFSindicated that ACCOV 1 appears on track for compliance with its regularization

Activitiesto be Executed During the Next Quarter

During the month of July, FOMIR will continue providing support to ACCOV1 to conclude
the regularization and software implementation process as well as continue providing
technica assstance in the areas of arrears management, credit andysis and portfolio
managemen.
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EXPANDING ACCESS TO CAPITAL

Based on arequest by FOMIR/DAI, the BCIE extended an invitation to severa of the
FOMIR grantees to attend a presentation of their program for financing portfolio growth of
MF'’s. The presentation was held on Friday, June 23 a BCIE' s office in San Sdvador. The
following FOMIR/grantee representatives were present at the meeting:

ACACU: Refad Espind (Generd Managey);

ACCOVI: Lic. Alvarado (Financid Manager);

ACACSEMERSA: Ricardo Vanegas, (Generd Manager) and a Member of the Consgo);
ASEI: Ricardo Segovia, (Executive Director) and Cesar Medrano (Financid Managey);
F.JN.D: Lic. Duarte, (Executive Director);

INTEGRAL-FUSALI, Luis Cadtillo (Executive Director)

Other FOMIR grantees such as CAM, CALPIA and AMC had met with BCIE and already
knew the information or were working with the program. In addition Bansal and BAC would
not be potentia users of this program since they are financia intermediaries with availability
of funds for their microfinance programs. During the meeting Rolando Castaneda of BCIE
presented the following information:

Minimum requirements needed to be considered digible to apply for the program;
Evauation methodology to be used in andlyzing and rating inditutions;
Standards used to rate indtitutiond indicators,

Amounts that could be available through the program based on the different ratings that
could be attained;

The minimum requirements to be digible for the BCIE program are asfollows:

Three years of operation as afinancid inditution;

Pogtive financid resultsin the last two periods (measured in terms of positive net profit
in P&L);

Portfolio represents at least 60% of assets,

Arrears rate for more than 30 days below 15%;

Other ratios and information andlyzed as part of the evaluation process.
Detaled information on portfolio by age categories and refinanced loans;
Leve of provisoning for bad debt;

Write- offs performed in the last twelve months;

Mr. Castaneda mentioned that the origina requirements and eva uation methodol ogy
established for the program had been modified. The changes had been made to be able to
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measure micro finance ingtitutions with a more appropriate methodology. Origindly the
methodology used was similar to the one used for commercial banking institutions.

FOMIR grantees present at the meeting:

Were enthusiagtic and appreciative that BCIE had this programs available for the
microfinance sector;

Were positive about the changes made to the eva uation methodology and rating
standards with the purpose of improving it to better gauge microfinance inditutions;
Consdered that the minimum reguirements were for a mature microfinance inditution.
They mentioned that severd of the inditutions present at the meeting ill werein the
process of ingtitutional strengthening and not yet reaching financid sustainability. Thus
they considered that there should be a program for inditutions on this Stuation with an
eva uation methodology and standards according to their level of development;
Proposed that BCIE should have a technica assistance program for indtitutions thet did
not meet the requirements so that they could work on deficient areas and be able to apply
again; and

Consdered it pogtive to be presented with the information on program requirements. In
effect, the requirements became a benchmark to measure their own inditutions
performance.

In the end Mr. Castaneda resffirmed the banks interest in supporting the sector. In addition
he mentioned that the meeting had been positive since:

It presented the program for the indtitutions who might be interested in applying;

He was able to get opinions on the methodology being used to evaduate and rate the
ingtitutions. The opinions expressed were going to be discussed with the banks top
authorities with the purpose of consdering them in possible future changes to the
eva uation methodology being gpplied.

Two of the FOMIR grantees present at the meeting expressed that they would apply to the

program in the next few days, since they considered that the level of their indicators was
gmilar to the standards set by the program.
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PREPARATIONS FOR NATIONAL MICROFINANCE CONFERENCE

Dueto various activities undertaken by USAID and FOMIR during the last five years, the
basic foundation stones have been laid for the nascent microfinance industry in El Salvador.
During the past year, FOMIR/DAI has initiated numerous activities designed to provide key
sector players with the opportunity to discuss issues critica to the development of amore
competitiveindustry. Beginning in October 2002, FOMIR/DAI implemented a series of
Associ ativeness Workshops, in which participants from partner MFl s identified and
prioritized trends likely to impact the microfinance industry within the next three to five
years. Theterm associativeness in the workshop title is meant to convey the notion that
indtitutions can increase their individual competitiveness, and that of the industry, through
collective action. One important outcome of the these workshops has been the interest of
partner microfinance indtitutions (MFIs) to organize and conduct anationa conference to
present and discussissues revant to ongoing development of El Salvador’s microfinance
industry.

In April 2003, FOMIR met with management of Banco Multisector Inverson (BMI) and
CONAMY PE to discuss joint sponsorship of the conference. BMI and CONAMY PE agreed
to be ajoint sponsor of the conference with FOMIR's 11 partner MFI’ s providing technica
support for the activity.

On August 19" and 20", 2003, FOMIR intends to conduct a national conference attended by
goproximatdly 200 participants from local microfinance inditutions, government officids,

donor representatives and staff of indtitutions that provide support to the local industry. The
overal objective of the conference will be to contribute to the growth and development of a
hedthy, competitive microfinance industry in El Salvador based on an understanding of the
history, current trends and chalenges within the national and international context. The
conference will also provide avenue to bring together key playersin the industry and launch
anew eraof coordinated support to thisimportant sector.

In early May, USAID approved the plan and budget to plan co-ordinate and conduct the

conference. The table on the following page provides a summary of short-term technicd
assistance gpproved to prepare and deliver the conference.
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Title Conference Task Name of ‘ Approve
Consultant dLOE
Conference Technical Provide overall management of the conference Maureen 50 days
Coordinator. with emphasis ensuring that each session iswell Vargas
organized and implemented within predetermined
timeframe.
Conference Logistics Manage conference logistics including Ana Ruth 50 days
Administrator negotiation with hotel, development of adetail Cruz
event schedule, and logistical arrangements
related to facilities, participants and presenter
needs.
Industry Specialist Develop and present a conceptual framework Claudio 18 days
describing the history and development of the Gonzaez
microfinance industry within the context of the Vega
local economy. Plan and conduct policy
workshop.
Industry Research Gather data on local industry and assist in the Rafael 15 days
Assistant preparation of conference materials Pleitez-
Chavez.
Microfinance Specialist Present information on the growth, development | Nancy 18 days
and experience of prominent MFIs over the last Natilson
three years, and examine factorsrelated to MFI
performance including social impact, legal
structures, credit technology, products, factors of
the success and challenges for the future.
New Product Deliver aworkshop on practical stepsin new Juan 5 days
Development Specialist product development. Buchaneau
Remittance Specialist Develop workshop outline, recruit local and Judita 10days
international presenters and facilitate workshop Eisenberger
on attracting and use of remittances by MFIs.
Human Resource develop and deliver workshop on human John Hallen 5 days
Specialist resources constraints faced by growing MFls
Information Technology | Develop and deliver aworkshop in trendsin Enriqueta 8 days
and Communication information technology and communication Claramunt
Specialist (ITC) that will impact MFI management,
accountability and reporting.
Regulations Specialists Plan and carry out a plenary session during the Provided by
conference on recent developsin normsregulated | Contractor
non-bank financial institutions and the experience | assisting
of alocal institution being considered for Superintenden
regulation. t of Banks

During the months of May and June the following activities were completed by the
conference planning team:

Findized title and agenda for the conference: Congtruyendo la Industria Financiera

Competitiva en El Salvador;

Findized Venue: Radisson Hotd in San Sdvador
Prepared and ddivered presentation to the Minister of the Economy and confirmed his
availability to provide keynote address.
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Managed the development of session outlines and presentation materid,;

Deve op participant database and prepared invitation letters and genera advertisement for
conference;

Organized and conducted numerous meetings and focus groups in coordination with
session planners,

Organized and conducted pre-conference workshop on “Indtitutiona Strategiesfor a
Successful Future of Micro-Financesin El Salvador”;

Developed SOW and contracted for development of an opening session dide show;

Identified and contracted for audio support during the conference; and
Designed and contracted for the creation of conference banners.
Findized conference agenda

CAPITALIZATION FUND

The four partner indtitutions supported with capitalization funds have disbursed dmog al the
funds available through the line of credit mechanism. The table below provides a breakdown
of levd of utilization:

LEVEL OF UTILIZATION OF THE CAPITALIZATION FUND AS OF June 30, 2003

TABLE 1

Amount in US$ Dollars

) . ) . Number of clients
Institution Fund Credit Balgnce to [Line of Crgdlt Portfoh_o Fund as % of

Amount Amount be Disbursed| Outstanding | Outstanding Portfolio total Rural
ASEI 319,943 319,943 28,045 291,898 605,844 48.18% 6,325 3,802
AMC (ADEL) 403,491 403,491 - 403,491 3,255,882 12.39% 5,544 5,544
F.J.N.Duarte 440,000 440,000 440,000 1,070,958 41.08% 2,888 1,519
Integral(FUSAI) 553,717 553,717 - 553,717 9,640,776 5.74% 14,769 9.249
TOTAL 1,717,151 1,717,151 28,045 1,689,106 | 14,573,460 11.59% 29,526 20,114

The MFIs reported the utilization of the line of credit at $1,689,106 in June (effectively 98%
of the tota funds). As of the end of March, the consolidated baance of the lineswas
equivaent to 11.59% of the outstanding portfolios, which represents sgnificant leverage and
diverdfication of the inditutions sources of funds.

It isimportant to note that the balance to be disbursed of $28,045 in respect to ASEI
represents MFI’ s continued demongtration of sound financia management by paying down
the line of credit as funds are available.
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MARKETING INTELLIGENCE UNIT

During the past quarter, the market intelligence unit gathered and processed data to create the
outreach and financid indicators for march 2003 and with the information the second issue of
year three for MicroEnfoque was created edited and distributed to over 60 ingtitutions.

Reports containing specific information on clients penetration were created as support of
market sudies performed by two ingtitutions (ACACU and ASEI) requested by their generd
managers.

FOMIR assistance to INFORED in developing a SSF-acceptable contract to offer its services
to regulated indtitution was findized and three ingtitutions (Banco Agricola, Banco

Sdvadorefio and Primer Banco de los Trabgadores) are currently awaiting SSF authorization
to contract.

Thefind cycle of the clients data verification was performed and no errors were found
among the nine MFI reviewed. Financiera Capiaand CAM will be reviewed during the find
quarter of the contract.

One of the most important activities performed during the quarter was the consultancy for
srengthening externd auditing processes for microfinance inditutions. Senior consultant
Howard Brady evauated the audits based on the following criteria

1. Project Participants Compliance with Externd Audit Requirements.

The consultant evauated the “form” of financid statements for completeness. If the eement
was present in the financia statements, they were considered approved. Specificdly the
requirements were:

Profit and Loss Statement Format

Reserve Policy Note

Reserve "flow" Note

Indemnizations Policy Note

Contents Compl ete? (excludes Mgt. L etter)
Management L etter

Submitted on time

USAID Audit compliance?

Disclosure of Income and IVA Taxes?

2. Content of the financid statements. The following attributes were sdected for
measurement:

Clean audit opinion?
Notes/disclosures are clean?
Mgt. Letter issuesNOT of concern?”
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3. Consigtency of report finding and work papers or tests. A poorly conducted audit could
give aclean opinion, and include al of the disclosures. However, if the tests\workpapers do
not support the opinion, then it puts in question the accuracy of the information presented in
the audit. The following areas were evauated with respect to the basis for the audit opinion:

Name of External Auditor
Portfolio Sample tested

Workpapers adequate

Auditor approved to perform SSF Audits
Auditor approved to perform USAID Audits
Comfort with auditor

Auditors were not “pre qudified” prior to this exercise, so program participants were free to
choose whichever auditor they deemed appropriate for their ingtitution. However, based on
the results of the previous auditor review, credit unions were discouraged from using
FEDECACES for the 2002 audit work. Two of the three ingtitutions switched from
FEDECACES to another audit firm, demondtrating that they take the audit process serioudy.
The remaining inditution with FEDECACES (ACACU) will be required to have another
auditor perform their 2003 audit if assets transferred in 2003 are greater than US$ 300,000
(FEDECACES s not an agpproved USAID auditor). The results of this consultancy can be
observed in the fallowing table:

Ingitution Type  Ingtitution Name = Recommendation

MFI CAM Accept
NGO Adel Morazén Accept
MFI AMC Accept
MFI Fundacion Duarte Accept
MFI ASEl Accept
NGO FUSAI Accept
MFI Integral Accept
Credit Union ACCOVI Accept
Credit Union ACACU Accept
Credit Union ACACSEMERSA Accept
Finance Company Cdpia Accept

In comparison with the 2001 audits, the 2002 audits showed many improvementsin dl the
evauated aress, asal of the indtitutions took advantage of suggestions, leading to cleaner
audited financid statements.

The most important comments and observations for each inditution is summarized in the
following paragraphs.

Add Morazan'sfinancid statements were reviewed with respect to al audit requirements
and revealed severd findings of minor consequence. The most Sgnificant included: 1) A
loan contract that was not signed but is being honored, 2) discrepanciesin certain accounting
reconciliations, and 3) not being able to locate documentation regarding permanent
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investments. Add Morazan received a clean |etter regarding its compliance with laws and
regulations.

All audit requirements related to AM C were met. In addition, Moran Mendez performed a
larger than required client sample. Management letters disclosed no items of audit or
program significance.

ASEI should receive the “mogt improved MH Audit” award for 2002. Gone are report
qudlifications noting non-compliance with tax laws and insufficient reserves. Replacing
these qudifications is a clean audit opinion, notes documenting 60 client visits (some with
reconcilable differences), and al appropriate disclosures.

CAM complied with dl the audit requirements for 2002 audits. Client vists were more than
required (70 visits where 60 were required) and they have established more-drict portfolio
reserve policies than the minimum required. Because of other grants and contracts, CAM is
required to have 7 separately bound audit reports. Two of these (one English and one
Spanish) are based on afisca year-end (August 30) to match FINCA’ s fiscd year-end.
CAM'’ sincome statement reporting format should include the provision for loan losses after
costs of borrowing, instead of as a component of expenses. This explicit adherence to the
“form” recommendation isTt a sSignificant reason to reject either this step or the audit. The
loan loss provison “flow” should be disclosed in the financid gatements.

Fundacién Duarte's compliance with the audit requirementsimproved greetly since the
prior year' s audit. No longer is the opinion qudified, and the report included dl the required
elements, which has been an accomplishment worth noting.

In addition, the auditor noted in his report the results of client sampling. Moreno Portillo
sampled 121 clients (more than double the recommended sample size!) and disclosed that 92
were verifiable based on persona contact with the clients, 29 were verified by seeing that the
business exited and by reviewing subsequent cash receipts, and 1 was not in accordance with
the balance shown by Fundacion Duarte. The one disagreement could have been because
that loan wasin the process of being legdly collected. Note that this requirement for
disclosure of client testing was not explicit in the ingructions, and could have been reported
in another fashion (through workpaper review, for example).

FUSAI’s audited statements were reviewed as they will be the party receiving asset transfer
from FOMIR/DAI. They will likely turn the assets over to Integrd, as Integral was created
by FUSAI to manage microfinance operations for FUSAI as a separate entity.

FUSAI's management letter listed areas of interna control deficiency which included
differences between accounting books and portfolio tracking systems, that loan loss reserves
were IN EXCESS of gtated policy, having aloan loss reserve policy which doesn't explicitly
differentiate between "A" qudity loansand "E" quality loans, and inadegquate monitoring of
the BID loan portfalio. Thefirst and last of these issues are the ones that FOMIR' s audit
consultant felt are necessary for FUSAI to solve before the next audit so that an internd
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control letter for the 2003 fiscd year is clean. Findly, it should be noted that FUSAI was
audited by Arias Moraes (Deloitte) while Integral was audited by Moran Mendez.

Integral isthe only ingtitution for which the consultant recommended the asset transfer be
held up, until two requirements were met: 1) Increase the number of clientsto vigt for the
portfolio sample evauation and 2) Finish with this evduation process. By thetimethis

report was written, both requirements were completed and a confirmation letter was expected
from Integrd’ s generd manager.

ACACU complied with al of the audit procedures and disclosures. Management |etters
shows non-compliance with the PEARLS financid indicators in most of the areas andyzed.
AsPEARLES indicators are genera goas set by WOCCU for al cooperatives, and as
management is working towards achieving best practices in credit union management, thisis
not seen as a sgnificant deficiency.

ACACU wasthe only credit union audited by FEDECACES, whose audits last year showed
some significant gaps in the work paper qudity. Asnoted below, the qudity of
FEDECACES audits has increased.

ACACESEMERSA complied with al the audit requirements, and employs the services of a
proficient auditor, based on areview of hisworkpaper files. Milton Moreno performed client
vigts and dternative procedures on the clients whom he was not able to vigit.

ACCOVI’sdirector of finance has been in his pogtion for 5 months, and, in that time,
ACCOVI has done agood amount of house cleaning. For example, the financid statements
disclose no reserve deficiency - while there was one last year - and the financia Statements
and management letter disclose no items of significant concern. The audit form appears

appropriate.

Moran Mendez sampled 78 clients, which is significantly more than necessary. As
mentioned below, the clients were dl tested through observing interna disbursement and
repayment documentation.

Financiera Calpia’s financia statement was reviewed with the same care as the other
participants in the financid reporting exercise. Thisreview did not disclose any issues of
non-compliance with established guiddiines. Thiswas not surprising, as the minimum
standards taken for this financia statement review were taken from examples of SSF
approved statements.

The management |etter was reviewed, which disclosed no items of sgnificance. Capids
auditors recommended that Capiatighten its controls over loan files and adhere to interna
controls. A few inconsequentia departures were found in interna control gpplication,
however the auditor concluded that the system is gppropriate and isworking well. The
inconsequentia items are shown to give management afed for the additiond training and/or
vigilance needed for Calpiato achieve 100% compliance with established controls. As such,
these should not be observed as mgjor faults that would preclude asset transfer.
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INFORMATION TECHNOLOGY INITIATIVE
CREDIT UNION SOFTWARE CUSTOMIZATION PROJECT

During the past quarter, the credit union customization project was essentidly completed,
with the credit unions formaly acoepting find ddivery of the system and manuals. In order

to ensure intengve involvement of credit union daff and management during thisfind and
critical phase of the project, planning and staff motivation continued to be essentid. To this
end, FOMIR' s project management organized severd group and individua meetings with
credit union management, users and the supplier’ s technica team. Project management
continued to prepare detailed weekly updates that are available in the FOMIR/DAI offices. A
summary of these activities completed during the past quarter are outlined below.

Finalization of development, testing and acceptance of the additiond customized
requirements for ACCOV I’ s regularization plan (including ortline pogting of savings
accounts, credit risk classfication, stlandardization of country and departmenta codes,
development of accounting and atistica information, revised accounting structure for
loan insurance and client share capita payments, among others).

Findization of the intengve on-gte userstraining a the three credit unions. A large
group of employeesincluding al key personne became very familiar with the syslem
and its procedures. This additiona training was needed to surpass employees resistance
to changing systems and facilitate the implementation process.

Testing and revision of user profiles and systems access as part of system security,
according to the new roles and indtitutiona policies and procedures.

Daamigration completed for the three credit unions. This phase was particularly
difficult, and hence prolonged, due to the many errors and inconsstencies found in the
existing data bases and the credit unions' programmers’ lack of knowledge about the
exiging systems required to define and clean-up data for migration.

Ingdlation of the find system and setting-up parametersin ACACSEMERSA, ACCOVI
and ACACU.

Completion of running the system in parald with existing systems.

Modification, testing and implementation of some operations due to re-definitions and/or
reconsderations related mainly to requirements of the Superintendency and
particularities of each credit union.

Full-scale production in the three credit unions was successfully completed on time.
ACACU and ACCOVI are working with the new sysem in dl their branches and with
the operations on-line. ACACSEMERSA, with only its main office and anew point of
sarvice in Chachugpa - that does not need to be online because of its low volume of
operations - was the easiest one to implement.

Additiond training for the new programmers was given to ACCOVI and ACACU in
order to reinforce their human resources in the information systems department.

Full and intensive support was implemented for the daily operation of each ingtitution.
Additiona support was provided during the post-production phase to provide training and
support in the establishment of systematic methodology of communication between
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programmers and users, control of the maintenance and procedures to ingtal changesto
the programs, how to organize and implementation IT manegement meetings and to
develop and supervise work plans to resolve systems problems and ongoing devel opment.
FOMIR’s project manager executed this work with the credit unions.

The pending activitiesinclude revison of the group of reports, which is ongoing and planed
to finish during July, as well as additiona training in SQL database management for one
programmer from each credit union.

TRAINING ACTIVITIES

Basad on the needs of the partner MFIs, afive-day Human Resour ce training course was
developed and ddivered in two sessons. Thetraining provided practica and theoretica
tools and methods for middle managers responsible for human resource management. The
overd| theme of the course was to provide participants with the key factorsinvolved in
helping the MFIs attract and retain motivated and skilled personndl committed to the
indtitution’s gods and misson. Topics such as gaff recruitment, selection, training,

motivation and performance evauation programs were presented. A total group of fourteen
participants from the deven MH'’s completed the training. Panamerican Consulting Group,
the company contracted to ddliver the training provided four consultants to present the topics.
The participants evauated the training as excdllent.

In response to specific MFI request for training, FOMIR/DAI contracted local consultants
and sponsored attendance in publicly advertised courses as described below.

A credit-training program was carried out for Banco Agricola from March 15 to May 3 to
strengthen credit operations by deepening the credit staff's skills and knowledge to achieve
indtitutional goas. Topics such aslega aspects of credit, collections, risk management and
financial analysis wereincluded. Mr. Héctor Cisnerosand Mr. Bernabé Rodezno were the
local consultants identified by the Bank to ddliver the course and FOMIR/DAI provided
technical support for gpprovals, contracts and logistics. FOMIR aso sponsored two
participants to attend the Fundamicro course on Technicd Training for Loan Officers.

ASEI implements an ongoing process of reviewing and updating the methodol ogies gpplied

on its credit operation and other functiond areas. To support thisinitiative and as aresponse
to ASEI’ srequest, FOMIR/DAI contracted a consultant to survey dient opinionson

customer service provided by ASEI and present recommendations on policies and procedures
changes that would improve service. Based on the result of this survey, the consultant
prepared and delivered a one-day workshop session for al of ASEI’'s personnel to discuss
recommendations from the survey. In the workshop, training was provided on how to
implement ongoing dient satisfaction assessment tools.

| SEADE/FEPADE prepared atraining program on financid management for non-banking
finandd inditutionsfor AM C Board Members on the main aspects related to the operation
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and governance of afinancia ingtitution. The methodology used combined theoretica and
practical sessonsto transmit knowledge and experiences on the topics usng audiovisud
materids and practical cases. Sixteen participants including the president, general manager
and branch managers asssted to the training.

FOMIR/DAI aso provided support to a number of ongoing training programs that included:

The ASOMI/COLCAMI Microfinance training course that includes modulesin topics
such as Human Resources, Financid Tools and Accounting, Benchmarking, Strategic
Planning and Credit Methodologies.

The BMI organized training program that included three more modules: (1) Humen
Resources and Organization, (2) Leadership, Environment and Regulation and (3)
Portfolio Management and Accounting Systems. The organizers are providing a copy of
the training materias for FOMIR/DAI’s library.

Three gaff members from among the FOMIR partner indtitutions participated in the
USAID sponsored Rurd Finance Conference that was held in Washington in June, 2003.
During the conference, the lessons and best practices related to the successes and failures
in rurd finance, agricultura finance, risk management and microfinance policy were
discussed.

The find module for FOMIR's Middle M anagement Training Program was conducted
during the month of June. As a capstone to the program, a Microfinance Study Tour was
carried out from June 23 to the 28th with the participation of nine members from five
ingtitutions. Although other ingtitutions were invited to participate, it was not possible due to
internal budget condraints. The study tour was carried out in five and ahdf days as follows:

A one-day workshop was conducted on June 23 that provided the participants with
information related to regulation, the microfinance experience in Bolivia, and other

topics. Thisworkshop was organized by Ms. Hillary Miller, Rodolfo Quirds and Mr.
Fernando Prado from SEFIR, and included a presentation by Dr. Claudio Gonzalez Vega
Presentations were also made by the Superintendent of Banks and representatives from
three locd MFls.

From June 24 to the 27", participants visited PRODEM and Cgja Los Andes, both
regulated inditutions. The ingtitutions provided generd informeation on credit
technologies, their new products devel opment procedures, information systems and other
topics related to the microfinance business. On June 28", the group visited arura agency
of PRODEM in Batallas, closeto Lake Titicaca. The group aso had the chance to vist
somerurd clients and confirm the information ddivered by the indtitutions.

The participants and FOMIR/DAI training coordinator are scheduled to meet again in order
to prepare a presentation on the findings of the study tour, which has been scheduled for July
22. Thisactivity will be the closure of the Middle Management Training Program that the
project started on 2002. FOMIR/DAI believes that the objectives of this program have been
met Snce the indtitutions that participate in the program have prepared actions plans, training
programs and other activities as afollow-up to the training ddlivered by the project. Some
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participants have requested a repest of thefirg part of the Training of Trainers (TOT) as
many conddered that the methodol ogies presented by the TOT consultants were very useful

in developing stronger participatory management skills.

TRAINING ACTIVITY FOR THE QUARTER

Date Title Male Female Tota L ocation Recipients
03/15/03— | Legal Issues 19 16 35 BA’straining | Micro and Small Business
04/05/03 center Bankers and

Supervisors
04/11/03- | Portfolio Management | 16 9 25 BA’straining | Micro and Small Business
04/12/03 and Collections center Bankers and
Techniques Supervisors
04/24/03 - Human Resourcesand | 4 5 9 Hotel Princess | Banco Agricola, Banco
04/26/03 Organization Salvadorefio, FIND,
CALPIA,AMCdeR.L.
and CONAMY PE
04/26/03 - Risk Identificationand | 17 12 29 BA’s Training | Micro and Small Business
05/03/03 Management Center Bankers and
Supervisors
05/08/03 — Human Resources 5 10 15 Hotel Santa MFI’s Human Resources
05/10/03 Training — First Session Leticia management
05/22/03 - Human Resources 4 10 14 Hotel Holiday | MFI’s Human Resources
05/24/03 Training — Second Inn management
Session
05/22/03 - Leadership, 4 5 9 Hotel Princess | Banco Agricola, Banco
05/24/03 Environment, Salvadorefio, FIND,
Guidelines and CALPIA,AMCdeR.L.
Regulations and CONAMY PE
05/03/03— | Non-Banking Financial | 13 3 16 Hotel Tropico | AMC High and Middle
06/28/03 I nstitutions Management Inn, San Management
Miguel
05/30/03— | Financial Tools 7 6 13 Hotel Princess | CAM, Integral, FIND,
05/31/03 BA, BANSAL, ASHI,
AMC,
06/13/03 - Benchmarking 3 5 8 Hotel Holiday | ASEI, AMC, BA,
06/14/03 Inn BANSAL, INTEGRAL
06/19/03 - Portfolio management 4 5 9 Hotel Princess | Banco Agricola, Banco
06/21/03 and accounting systems Salvadorefio, FIND,
CALPIA,AMCdeR.L.
and CONAMY PE
06/23/03 - Microfinance Study 5 4 9 LaPaz, MFI'sMiddle
06/28/03 Tour Bolivia Management
06/14/03 - Design of monitoring 13 32 45 Main Office ASEI's Microcredit
07/05/03 tools, design and Personnel
redesign of new
products
TOTALS| 114 | 122 236
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SUMMARY OF CONSULTING ACTIVITY

 CONSULTANT/TRAINER | Period ASSIGNMENT
Juan Carlos Diaz 04/06 — 04/12 TA to Integral — Legal requirements SSF
Nancy Natilson 04/21 - 05/03 TA to Banco Agricolay Banco Salvadorefio
José Linares Fontela 04/20 - 04/26 Training to credit unions-TA Acacsemersa
Howard Brady 04/27 — 05/07 Strengthen External Audits of MFI’'s
Gabor Simon 04/23 - 05/10 Follow up TOPAZ System and TA to AMC, FIND and BA
Ignacio Estevez 04/27 - 05/10 Arrears management and credit strengthening
Ignacio Estevez 05/26 — 06/06 Follow-up work for ACCOVI’s credit and collections policies
Juan Carlos Diaz 06/08 — 06/14 TA to Integral to develop policies and procedures manual for

liquidity management

Gabor Simon 06/10— 06/21 Follow up TOPAZ System and TA to AMC, FIND and BA
Judita Eisenberger 06/22 — 06/27 Preparation of workshop outline for microfinance conf.
Nancy Natilson 06/23 - 06/28 Preparation of workshop outline for microfinance conf.
Rafad Pleitez 06/23 - 08/22 Preparation of aworkshop for local policymakersfor the

microfinance conference

FINANCIAL AND ADMINISTRATIVE INFORMATION

LEVEL OF EFFORT

The following table presents the level of effort provided to the project through June 30, 2003,
by the core FOMIR/DAI team and approved short-term expatriate and local consultancies.

The “Contract-Approved LOE” is based on the actua starting dates of the key advisors, the
additional of a Senior Microfinance Specidist (as of July 2001 amendment), and the contract

termination date of September 30, 2003.

| Contract ApprovesLOE | Actual toDate _ Remainingin Project _

Chief of Party (DAI Expatriate) 60 57 3
Deputy Chief of Party 40 40 0
Financial Analyst 53 55 3
Microenterprise Specialist 35 35 0
Senior Microfinance Specialist 15 15 0
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FINANCIAL INFORMATION

As of Jun 30, 2003, the RFM project was approximately 95% percent completed. As of that date,
FOMIR/DAI had expensed approximately 93.5% of the tota project funds available.

Budget and Expenditure Summary
11/03/98 — 06/30/03
(Amountsin 000s)®

Category Budget Cumulative Remaining % of Budget
Amount Spent Amount Spent

Grants Administration $ 3,577,220 $ 3,096,752 $ 480,468 86.6%
IVA Refund for Grants Administration $ (49490 $ 49490 85.2%
Commodities and Equipment $ 118626 $ 78596 $ 40030 66.3%
Grant Funds $ 9,004,856 $ 8972423 $ 32433 99.6%
IVA Refund for Grants $ (222,076) $ 222076 97.2%
Fixed Fee $ 427264 $ 39141 $ 33123 92.2%
Total Budget $13,127,966 $12,270,345 $ 857,621 935%

3 Items may not add to totals due to rounding.
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COST SHARING CONTRIBUTION

The counterpart contribution report isfound on the following page.
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SUMMARY TABLES AND GRAPHS OF KEY INDICATORS FOR THE
PROJECT
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